Journal of Accountancy
Volume 45

Issue 4

Article 5

4-1928

Terminology Department
American Institute of Accountants. Committee on Accounting Terminology Committee

Follow this and additional works at: https://egrove.olemiss.edu/jofa
Part of the Accounting Commons

Recommended Citation
American Institute of Accountants. Committee on Accounting Terminology Committee (1928)
"Terminology Department," Journal of Accountancy: Vol. 45 : Iss. 4 , Article 5.
Available at: https://egrove.olemiss.edu/jofa/vol45/iss4/5

This Article is brought to you for free and open access by the Archival Digital Accounting Collection at eGrove. It
has been accepted for inclusion in Journal of Accountancy by an authorized editor of eGrove. For more information,
please contact egrove@olemiss.edu.

Terminology Department
Conducted by the Committee on Terminology of the American Institute
of Accountants
The committee on terminology has received an interesting letter from a
practising accountant in Illinois.
It contains several flattering remarks which give pleasure to the members
of the committee and, in a homely phrase, warm the cockles of their hearts.
It also contains the following suggestion which the committee welcomes:
“ Inasmuch as this is a subject that is of national interest among account
ants, why not ask accountants all over the country, through The Journal
of Accountancy, to assist you by submitting words and definitions to your
committee. Each subscriber might be asked to submit a few words coming
from some certain specified branch of accounting or business.”
The committee gladly makes the request and adds the further suggestion
that those who act upon it try to send in groups of words (or words and defini
tions) in order to continue the policy of presenting groups of allied words rather
than isolated terms.
Another welcome letter from an old friend speaks of our request for coopera
tion and closes by saying, “ It almost got me.” He reminds us of King Agrip
pa’s reply to St. Paul, “Almost thou persuadest me to be a Christian,” and to
him we reply in the same spirit as did St. Paul, as we would that he, while not
bound by the obligation to carry on the work of defining, would of his own wide
knowledge and long experience come to our aid.
The first letter received by the committee, containing a suggestion as to an
additional definition which might with advantage have been included in the
series dealing with “depreciation,” reads:
“With reference to the definitions on page 43 of The Journal of
Accountancy for January, may I suggest that the term ‘observed depre
ciation’ is commonly used in public-utility rate cases and might well be
added to the definitions already listed.”
The committee accordingly submits the following:

DEPRECIATION, OBSERVED:
An engineering expression which has no direct application in accounting.
The term may be defined as the amount which measures that departure
from normal operating condition evident upon inspection of a property and
which if expended for certain specific items of maintenance will, generally speak
ing, place the property in 100 per cent. operating condition. It is to be clearly
noted that observed depreciation does not measure the difference between
actual condition at the time of inspection and either original cost or reproduc
tion cost new.
Continuing the presentation of definitions in series of related words and
phrases, the committee has next taken up the group-classifications of assets
given as follows:

A SSETS—ACCRUED:
Those assets which accumulate by the passage of time, so that their value
can be determined at any date by an exact calculation, such as interest. This
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increasing value differs from changes due to increases in the market value of
securities which is known as appreciation.
ASSETS—ACTIVE:
Assets in respect of which payments are being made from time to time on
account of principal or of interest. The term is not synonymous with “cur
rent assets’’ as the latter includes such items as cash, inventories, securities,
etc., which may not have been reduced during any given period.
ASSETS—AVAILABLE:
Those assets which can be used immediately for the liquidation of indebted
ness. The term may include goods unsold which do not come under quick
assets (q.v.), and may also include such items as supplies for operations.
ASSETS— CASH:
These consist of cash on hand, cash deposited with bankers, cash in transit,
petty-cash funds and working funds which are immediately available for the
current needs of the business. Any cash which is set aside for particular pur
poses or is held by a trustee for a specific security should be shown separately.
ASSETS— CIRCULATING:
Those assets which, in the normal course of business, are converted into cash
or its equivalent, e.g., merchandise inventories and receivables.
ASSETS—DEAD:
This term is usually applied to assets which appear on a balance-sheet or
similar statement but have no value and produce no income.
ASSETS—DEFERRED:
These consist of expenditures for prepaid expenses and charges, applicable
to a future period, which for accounting purposes may properly be carried for
ward for the purpose of spreading the charge over the period or against the
operations in respect of which it was incurred. Such assets may have no
realizable value, although it is customary to include items which may have a
cash or salvage value less than the proportion deferred (e.g., unexpired insur
ance).
ASSETS—DIMINISHING:
Those assets which by exhaustion or otherwise or lapse of time are periodi
cally reduced and the value of which (disregarding fluctuation in market price)
must be correspondingly reduced. Such assets include mineral deposits,
copyrights, franchises for a limited term and similar property, the diminution
in value of which can not be retarded by expenditures for maintenance as in the
case of tangible fixed property but which are inherently wasting in character.
Timber lands are usually included in this category, although capable of conser
vation by proper forestation.
ASSETS—EQUITABLE:
Those assets which creditors can make available for the liquidation of indebt
edness only through a court of equity either on account of the character of the
asset or through some express agreement regarding it.
ASSETS—FIXED, INTANGIBLE:
These consist of such items as franchises, trademarks, patents, copyrights,
and goodwill; also such deferred items as development or organization expenses
if it is not intended to amortize them within a reasonably short period.
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ASSETS— FIXED, TANGIBLE:
These include land, mineral deposits, plant, equipment of all kinds and
construction materials held for use in a business and not simply for investment.
In the case of a holding company, an investment in a subsidiary (including un
funded debt where not collectable except on liquidation) may properly be in
cluded in this category, where ownership of the subsidiary is an integral part
of the business of the holding company.
ASSETS—FLOATING:
Those assets which are acquired for the purpose of sale, or manufacture, and
subsequent conversion into money, such as stock and receivables; they con
stitute the floating or circulating capital. See also active, quick, circulating
and liquid assets.

ASSETS—HYPOTHECATED:
Assets pledged as security and not available for general purposes. In
American usage, applied generally to personal property, where the creditor is
given actual or constructive possession of the assets hypothecated.
ASSETS—IMMATERIAL:
A term of doubtful validity, sometimes used to indicate intangible assets.
ASSETS—IMPERSONAL:
Those assets representing investments of an impersonal nature, as distinct
from amounts due from debtors. The term is not recommended in classifying
accounts in balance-sheets or similar statements.

ASSETS—LEDGER:
This term is used to describe all assets appearing on a ledger, or balance-sheet
or similar statement, whether they are stated at their real value or not, e.g.,
fictitious assets may properly be included but may not have any realizable
value, while assets carried at nominal or at “book” value may be of much
greater actual value.

ASSETS—LEGAL:
Legal assets are such as constitute the fund for payment of debts according
to their legal priority.
ASSETS—LIQUID:
Those which are readily convertible into cash and are, therefore, immediately
available for liquidating indebtedness. See also active, circulating, floating and
quick assets.

ASSETS—MISCELLANEOUS:
The use of this term should be avoided when possible; it is sometimes used to
include such items as fiduciary matters and claims in dispute which can not be
included under the headings generally recognized.
ASSETS— NET:
This expression is so indefinite that its use should be discouraged.
ASSETS—NET QUICK:
The excess of quick assets over current liabilities.
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A SSETS—NON-LEDGER:
A term used in the statements of accounts of insurance companies. The
exact definition depends upon the requirements of the various state insurance
departments. Non-ledger assets generally include such items as interest due
and accrued, rents due and accrued, office furniture, and similar items, even
though they may in fact be a matter of ledger record. The excess of market
values over book values of sundry assets is termed a non-ledger asset and may
be included in the balance-sheet of an insurance company.

ASSETS—NON-PRODUCTIVE:
Assets which do not lead directly to the production of revenue.
ASSETS—PASSIVE:
A term sometimes used to describe fixed intangible assets; in the opinion of
the committee the use of the phrase should be abandoned.
ASSETS—PERMANENT:
Synonymous with fixed assets.
ASSETS—PRODUCTIVE:
Those used in the course of business to produce profit.
ASSETS—QUICK:
A term used to designate assets the nature of which makes them available
under all normal conditions for the payment of liabilities. Such assets include
cash in bank and on hand; call loans; marketable securities; accounts, notes and
loans receivable, which by their terms are collectable on demand or within the
regular period of short-term credit; commodities salable at quoted prices on the
open market, such as cotton, grain, coffee, metals and similar products and cer
tain other current assets, depending upon the nature of the individual business.
Other items properly included in current assets, such as goods in process of
manufacture, manufactured articles, long-term accounts and notes receivable,
should not be treated as quick assets.
ASSETS—SLOW:
Any asset not readily convertible into cash; all assets other than quick
assets (q.v.).
ASSETS—SUNDRY:
The use of this term should be avoided as being too indefinite; it is synony
mous with miscellaneous assets.

ASSETS—SURPLUS:
This term is used more particularly in English bankruptcy law, where it
indicates the surplus remaining to a bankrupt after the payment of all credi
tors, costs, charges and expenses.
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